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CAPITAL OUTLAY AND THE PUBLIC SCHOOL:
ISSUES OF ADEQUACY AND EQUITY

Educational costs have risen dramatically over the last forty years. Estimates for
future resource needs progect a relentless upward spiral far 1nto the twenty-first century,
and concern about funding schools leads an array of issues threatening the longterm health
of education Solutions may be elusive and distant unless policy makers and school leaders
can act quickly to reverse the widespread pessimism and frustration that have accompanted
seemingly insatiable demands for increased ~esources. The complexity of fiscal 1ssues
facing schools demands that aggressive solutions must be sought if education and national

economic productivity are to continue to flourish.
ing Rural ang Urban Sch

Increased awareriess of fiscal dilemmas among the nation’s schools has also heitghteneo
recognition of problems experienced by rural and urban school districts. Rural and urban
issues appear to be growing, and the emphasis has encouraged educators and policy makers
toward more detailed analyses of fiscal adequacy and equity within individual states.
Adequacy and equity have become expansive concepts, and the Increasing concern over
differing fiscal nseds among rural and urban schools has introduced uncertawnty into an
already tenuous balance. Because the issues are so complex, some ‘searchers have
suggested that disagreements acout adequacy and eauity can nn longer he fully adarassed
by state-level and traditional interdistrict macro-perspectives.! A natural consequence
of increased scrutiny appears to be reflected in current dialogue about rural and urban
adequacy and fiscal equity conce ns.

Genuinely perplezing problefms exist in financing rural and urban schoocls. Urban school

needs are well documented,? and the plight of distressed cities is worsening. Urban
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centers are frequently suffering from enormnus tax base erosion, accompanied by soaring
costs for education as disadvantaged populations increase. The ability of the nation’s
major cities to maintain educational services has been weakened in many 1rstances, and the
effect of fiscal exigency has been felt by cities of all sizes as school districts have
increasingly been placed in competition for tax revenues with other governmental units.
The result has been a call for increased awareness and priority for urban schools,
accompanied by an increase in litigation addressing urban plight on constitutional grounds
of adequacy and equity.

Issues conironting rural school finance are equally complex. Rural school systems are
increasingly showing signs of distress and occasionally number among the poorest school
districts in “e nation. Rural school districts cover vast areas of the nation,
encompassing large amounts of uninhabited land typically supported by agriculture or
other depressed industries. Rural systems are increasingly plagued by narrow and eroding
tax bases, burdensome educational reform costs, and changing demographics which have
resulted in decreased political influence and higher costs distributed among fewer
constituents. In a nation which has consolidated over 125,000 school systems to iess than
16,000 in less than ninety years,3 the problem of financing rural schools from a
diminishing and economically depressed resource and population base challenges immediate
and effective solutions. While growing needs of larger school districts have forced
attention to urban distrass, the problems experienced by rural schools have also led to
increased awareness of rural fiscal exigencies. Like urban schools, there has been an
increase in litigation focusing on unequal opportunity among rural school systems.

States are facing new legal challenges resulting from how declining resources are
distributed. School finance litigation has increased dramatically 1n the last two years,4
and the propensity toward litigation has been accelerated by fiscal dilemmas. Rural and

urban Jistricts are among the challenges which claim that adequacv and equity are violated




by state formulas which fail to effectively address needs. Exzpansion of equity to include
rural and urban distinctions, increased advocacy of rural or urban issues, and a frequent
1nclination to seek solutions through the courts suggest that lawmakers and school leaders
are vital stakeholders in the eventual solution to current fiscal problems. As states face
an uncertain future with few hopes for a major fiscal windfall, those problems will likely

be addressed in legal and policy arenas.

Facilities: An Urban and Rural Issue

. The impact of limited resources pervades all aspects of schools. One part or increased
awareness of rural and urban fiscal problems has focused on the ability of school districts
to provide educational facilities. Facilities represent a particularly difficult problem for
districts because of their extraordinarily high cost in relation to other educational
expenditures and because state assistance is often absent or limited.

The literature repeatedly emphasizes district facility needs. Emerging evidence
suggests that concepts of adequacy and equity may be argued to apply to facilities. There
is a growing concern that equality of educational opportunity is affected by all aspects of
the educational enterprise, and that the state may have a responsibility to assist local
communities in financing facilities, A quietly growing series of court comments on runding
facility needs and & rapidly increasing body of research ezamining equity 1n facility
finance suggest that how capital cutlay ie financed should be of vital concern o the
states.

Concern about adequacy and equity in financing facilities and the growing importance of
rural and urban issues have led to this monograph which examines facility finance from the
perspective of adequacy and equity. It ezamines facllity funding within the context of
actual practice, estimated need, 2nd potential state legal responsibility for viewing

facilities as an issue of equal opportunity. This research develops an historical overview
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of facility finance, traces the develcpment of capital outlay as an issue of equitable
concern, and tests adequacy and equity in actual facility funding practices in the state of
Kansas. By operationalizing adequacy and equity within the facility context and by
comparing rural and urban communities on a wide scope of measures, the size of the
problem and legal potential of the issue may be evaluated, and policy makers may gain a
useful perspective of a difficult and costly legal question.

£xamining adequacy and equity in financing capital outlay raises serious questions
which must be answered. Why is there concern about financing facilities? How do
adequacy and equity apply? Are there significant legal issues which may affect facility
finance in the future? How are other states addressing problems associated with funding
facilities? Are there substantive differences between rural and urban school districts?
What are the dimensions of the problem in a selected state? How adequate 18 current
funding? How does current practice compare to facility finance needs? If common models
for funding facilities in ~ther states were implemented, what would be the rank order of
resource equity achievement? What would be the estimated costs to the state of each
alternative funding model examined? And finally, how could the analysis of adequacy and
equity be applied to other states?

The questions pose difficult issues for which the answers are not clearly evident. Like
most issues in education, the question of how to provide school buildings for children 1s
complex, and the high cost of physical structures has been.a sianificant deterrent to rapid
progress in achieving adequate and equitable funding. But given the need to exhibit
concern for all aspects of the educational enterprise and potential legal questions
surrounding facility equity, answers to these important concerns appear to Je vital to

guiding effective and equitable policy development in the various states.
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Irends in State Assigtance

Sophisticated formulas have been developed for state-level assistance 1n funding
operating budgets, special education prugrams, transportation, and other school services.
In sharp contrast, funding methods for capital outlay, specifically facilities, have
generally been neglected in many states. Construction funding has especially been a low
priority. A major cause has been reluctance to depart from a long tradition dating from an
era when a maller percentage of children attended school and building costs and programs
were simpler. School buildings were such local possessions that they were often raised by
hand with volunteer labor and donated materials and land. Obsolescence of facilitles was
nearly nonexistent, and demands of a largely rural nation on local tax bases for competing
governmental services were minimal.

The turn of this century, however, marked the end of internal sufficiency and cloistered
protection from the larger society. Bonding for facility construction became a necessity
as school districts experienced rapid growth. Movement of the nation from an agricultural
base to an industrial economy where cities and school populations rapidly expznded forced
significant facility needs. Issues of tax base adequacy emerged, and assessed valuation
of property and location of power plants, oll and gas facilities, rallroads and other

industries became critical to funding the local community‘s educational program.5

bases, financing facilities followed tradition in many states. School d:stricts were forced
to levy taxes for school building needs against local property wealth which was often too
low to generate adequate revenue. Unlike emerging foundation and equalization formulas
for general school aid, facility financing was dependent solely on local property wealth.

That dependency was frequently exacerbated by statutory debt limitations, mill raie caps,

and local referenda. As a consequence, while other areas of school funding changed




dramatically, financing facility repair, maintenance, renovation, and construction remained
a low priority, shrouded in a tradition which saw education to be a local responsibility.

Although spiraling instructional expenses and resistance to state involvement resulted
in overall low priority for improving facility finance structures, a number of states
experimented with financial support as a consequencs of special Initiativesé ang
significant national events. School bullding needs increased after World War I, but were
not met because of severe economic depression. These needs dramatically increased after
World War II, and states were encouraged and sometimes forced to examine local
Insutficiency to provide for educational facilities. Devastating economic events in the
first half of the century had nearly halted facility construction, and the result was a
severe backlog of building needs which had to be addressed. Increasing costs of education,
demands for new curricular programs, and postwar mobility had absorbed nearly all
available revenue, leading to at least minimal state involvement because of the need for
enhanced revenue sources. State governments were additionally encouraged to become
involved In facility finance as an inducement to overcome resistance to widespread
unification of school districts in the 1960s. As a consequence of national stress and
rapidly increasing needs, several states began to assist local districts with funding
facility needs.?

Table 1.1 indicates that a small majority of states have effectively recognized the

problems gchnonl districts egxperience in £

gnari inding facilities, Although the sxtent of state

assistance varies considerably, 28 states provide true grant-in-aid programs, and 22
states do not effectively assist local districts. Those states which ald facilities do so
within a wide variety of participation schemes, resultl,; in substantial variations in
levels of actual support. Although most states have recognized facility funding problems
by providing state loans or allowing access to creative financing techmques, only the 25

true-aid states represent those that have created state aid mechanisms which actually
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Table 1.1
METHODS OF STATE PARTICIPATION
1988
True Grant-in-aild No Aid
Alaska Montana Alabama
Arizona North Carolina Arkansas
Callfornia North Dakota Colorado
Connecticut New Hampshire Idaho
Delaware New Jersey Indiana
Florida New Mexlco Towa
Georgla New York Kansas
Hawal i Pennsylvania Loulsiana
Illinols Rhode Island Michigan
Kentucky South Carolina Minnesota
Maine Utah Missourl
Maryland Vermont Nebraska
Massachussetts Washington Nevada
Misslssippl Wyoming Ohio
Oklahoma
Oregon
South Dakota
Tennessee
Texas
Virginla
West Virginla
Wisconsin

Source: Thompson, David C; Camp, William E; Horn, Jerry G; and Stewart,

G. Kent. State Involvement In Capltal Outlay Financing:
Pollcv Optliong for the Future. Center for Extended Servlicee,

March 1988,
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reduce reliance on local property wealth for facilities. When states providing loans or
allowing bond authorities and bond banks are included, the number which ass1 t facility

funding increases to 45 of the 50 states.8

Features of basic assistance plans utilized by states are varied and unique. Despite
the variance associated with adaptations, the basic plans provide a description of how
states have assisted local districts wlth facility needs:

Full state support. Full state funding implies major state assumption of the local
building program. Under this cnncept, the state accepts major responsibility
for education. In practice, states are more likely to employ a modified full
state funding concept. Advantages to full state funding include the support of
the wealth of the entire state by providing the broadest tax base and access to
resources within a state. Full state funding adheres to principles of wealth
neutrality which govern modern school finance. Disadvantages associated with
full state funding have included higher than anticipated costs, concerns
regarding local control of education, and fears about declining local initiativs.?

Equalizatlon grants. Equalization plans resemble equalization formulas found i1n
general fund financing. These grants to local districts are often established
orn some method by which aid increases as ability to pay declines. If power
equalization principles are observed, the unique feature is that a district may

choose tg incre
participatl . Equalization grants may be part of the general funding formula
or aperate independently, but the critical element is the cost~share based on
ability to pay. The greatest advantages to equalization aid for facilities are
found in its consistency with wealth neutrality where districts are aided 1n
inverse proportion to ability to pay and its relative preservation of local
control. If a genuine attempt to create a power-equalization formula 1S made,
however, a major weakness has been fears regarding the ability of

7
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the state to optimally fund identified needs. In practice, power-equalized
schemes have often resulted in a less than optimum aid ratio. A related
disadvantage is seen in that districts which are in greatest need may not be
able to afford the local contributions required to receive higher aid monies
associated with open-end local choice.

Percentage-matching grants. Percentage matching plans are a more secure variant of
power equalization grants. A method by which open-end or power equalized
funding can be capped, percentage—-matching grants may provide funds to
districts on the same cost-share basis, but with a fized level of state
participation. Depending on the structure of the scheme, some flexibility may
allow distrists to qualify for incentive aid in return for increased local effort.
Percentage—-matching plans are subject to most of the same criticisms as porver
equalization. There is an added disadvantage that while power equalization
formulas may cap themselves because of local decisions not to increase tazes
to qualify for additianal aid, overtly capping expenditure levels in
percentage—matching plans acts to further reduce free local choice.

Flat grants. Flat grant provisions have been utilized by states to offer districts a
set amount of money which is legislatively determined on sume distribution
basis. The result is that while aid is not necessarily related to need, the
district’s cost is nonetheless reduced by the equivalent amount, and the
district is free to relieve tax effort or to supplement facility choices. The
advantage is that districts receive at least some funds where none previously
existed, and local wealth dependency is reduced. While primary dependence on
flat grants in general aid schemes has declined, utilization of the flat grant
fer alding facility needs has continued. The major disadvantage is the missing

relationship between ability to pay and aid received. Flat grants have also
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been criticized because districts not needing assistance are often eligible to
receive grants. Under those conditions, relative equity achievement is unaided

because wealth disparities are at least preserved and frequently increased.

State loans. Loan programs represent a frequent method by which states have

provided funds to school districts, often with favorable interest rates and
strong security ratings for investors. A major feature of loans is repayment
by the local district to the state, generally with interest costs. Advantages
are similar to grants in that money becomes available to districts through
state channels, and favorable treatment on loan terms and interest rates may
reduce repayment costs. In some instances, loans may be forgiven if the
district is unable to repay. The primary atsadvantage, however, lies in the
detrimental relationship of wealth and ability to pay, and districts in the
greatest need may be least able to afford the added expense of borrowed

money.

State or local authorities. Building authorities are among the mechanisms existing

in some states to allow for utilization of private capital to construct and lease
or lease-purchase school buildings. Building authorities provide lacal
construction funds without major concern for debt limitations. Percent of
assessed values and availability of limited state revenues are not
conslderations because they are often not subjct to normal requirements
found in traditional bonding. Because they are intended to be profitable for
investors, they frequently attract large sums of readily available capital. The
maJjor advantages of building authorities lie in the ability to tap resources
unrestricted by a low tax base, and the process of building schools may be
shiortened significantly. Opponents, however, cite avoidance of voter
referenda and the potentially higher net cost associated with for-profit
enterprises. Opponents see grave consequences which they believe to be
inimical to democratic principles and local control.1d

9
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Examination of Table 1.1 and description of various finance methods used by states
indicate that despite reluctance to assume a significant role in financing facilities, a
majority of states currently provices some amount of true aid to funding facilities. The
additional 17 states providing statutory recognition or loans bring the total number of
states involved in facility finance to nearly 90 percent, with only two states failing to
recognize facility finance.l! But despite the near unanimity of states which recognize the
importance of financing facilities in some form, limitations on available revenue
frequently prevent mean:ngful assistance. The net result is that 22 states do not ofter
aid for facilities sufficient to reduce local wealth dependency, and the actual equalizing
effect ang genuine impact in the 28 true grant-in-aid states is not widely known.

The data indicate that states have recogniz“;ed the importance of funding facilities, but
the lack of genuinely meaningful assistance in 22 states raises widespread questions of
adequacy and equity in an era when legal challenges to general finance mechanisms are
tncreasing, Those questions baccme particularly reievant bzcause challenges have
fraquently cited csncerns about facilities, and notice wlthin the context of rural and urban
settings is currently increasing. Rural and urban =chool districts are £acing major
difficulties in funding £acility needs, and those states which provide no meaningsul
assistance to capital outley may face claims of unequal educational opportunity relating to
facilities. Given those cenditions, evalisation of the question of legal responsibility for
state participation in scheol building costs, assessment of current practice, and
comparison to actual needs should bz a present concern for educational leaders and

policymakers.
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CHAPTER 2
LEGAL RESPONSIBILITY FOR STATE INVOLVEMENT:
EMERGING TRENDS

e Cone in uj

lthough achievement of equity has been the governing premise for court decisions in
school finance reform over the last twenty years, equity is a concept which continues to
elude absolute definition. As difficult as it has been to define adequacy, equity has been
even more difficult to cap;:ure. As Rossmiller 12 points out, equity has been variously
argued with striking differences in outcomes, and Berne and Stiefel!3 have similarly
argued that equity is subject to a selected frame of reference. The resuit appears to be
that the definition of equity is incomplete, and the cogent observation by Alexander that
“what is equitable depends to a great extent on the orientation of both the dispensers and
receivers oi equity"14 continues to confound immediate accord on the nature and extent of
equity.

While unqualified definition remains arguable, certain conditions appear to be
elemental to achievement of equity. Berne and Stiefell5 suggest that equity may be
conceptualized on horiznnta:, vertical, and equal opportumtyj dimensions and that these
principles may be considered relative to pupils and taxpayers as the objects of equity.
These broad categories are useful in framing an evaluation which seeks to capture the
essence of court struggles as they may apply to facilities. Because adequacy is a
precursor of genuine substantive effect of equity, the starting point in defining equity
ultimately comes to be based in measuring horizontal wealth neutrality for both pupils and
taxpayers while checking for revenue sufficiency. In narrowing the focus of equity to
facilities, it would then seem useful to define equity in terms of three dimensions: pupil

access, wealth relatedness, and taxpayer effort within the concept of adequate resources.
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The first dimension thus secks equity achievement through resource accessibility,

arguing that students within a state should have equal access to resources app. apriate to
their needs. A primary effort to equalize expenditure levels for pupil equity, resource
accessibillty would seek to adjust unacceptable restrictions to educational opportunity
which are related to variations in resource inputs by infusion of state aid into relatively
poorer school districts.

The second dimension of wealth relatedness focuses on residence-related variations in
resource accessibility. Often refef:red to as ex post fiscal neutrality, this dimension of
equity would seek to ensure that variations in per pupil revenue are not unduly limited by
local wealth; rather, variations would instead be related to local preference and
determined under conditions of free choice. Thus, ex post fiscal neutrality is effectively a
second pupil equity standard exhibiting an equal educational opportunity concern across a
state. The objective of ex post fiscal neutrality has been a major impetus behind the last
twenty years of fiscal equity litigation.

The third dimension of tax effort exhibits concern for taxpayers by seeking equal
revenue yield under equal taxing conditions. Often referred to as gx ante fiscal
neutrality, this condition of equity would suggest that residents of a school district
should receive equal protection of the laws consistent with pupil equity standards,
whereby educational opportunity across a state should not not be unduly limited by
residence or local economics. When applied to taxpayers, equity would seek to provide all
pupils with resources roughly equivalent to their needs and under conditions which
generate revenues by roughly equivalent taxing effort. This principle of taxpayer equity
has been central to foundation and equalization formulas for general school aid by
mechanically adjusting for unequal distribution of wealth-related educational

opportunities.

13
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These three principles are concerned with students and taxpayers, and they assume
that the quality and accessibility of educational opportunity is at least significantly
related to fiscal resources. They frame a working definition of equity reflected 1n schooi
finance reform. The definition states that students should have access 13 resources to
meet their individual needs regardless of residence, and that tazpayers have a right to
expect the state to support education to such an extent that variations in local wealth will
not have an adverse effect on local ability to provide an adequate educational system.
.hile other confounding factors exist which ultimately affect pupil access to educational
services, these elements of equity provide a framework for evaluating the extension of tne
reform movement to facility finance.

Although these principles seem sensible, they have not been =asily or fully achieved.
Part of the failure to achieve complete equity has come from resource inadequacy, and
another part has come from a struggle over who has ultimate responsibility to fund
education. It has been difficult to define equity and even harder to establish willing
responsibility for achieving it, States have only recently accepted the burden, primarily
as a result of leading court cases in which battles over the fundamental value of education
were fought. The outcome of those struggles determined that the federal government tn
Rodriguezi$ genjed the guarantee of protection under the Fourteenth Amendment's equal
protection clause, and the widespread effect of serrano!? launched a reform movement
which placed a major responsibility for education on the states, particularly in those
states where constitutional language established education as a fundamental right.

The Rodriguez decision in Texas caused reformers to turn to state courts. The logic
was simply that if federal protection was denied, then protection under individual state
constitutions might prove to be a way to force states to substantially equalize educational
expenditures. In many instances, the strategy was effective as the language of some

state constitutions was construed to deem education to be a fundamental right. In other
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instances, states responded to Serrano under the belief that if challenged, their finance
system would be judged inequitable. The onslaught of state court challenges to equity
begun by Serrano sparked a major reform movement which was to significantly alter

educational funding in most states.i8

The impact of Serrana was widely felt, Equity principles in Serrano were closely

aligned to the operational definition of equity expressed by resource accessibility, ex_post
and ex ante fiscal neutrality. Inruling that equity requires education to be a function of
the wealth of the state as a whole, the failure to correct extreme variations represented
an abdication of the state’s constitutional requirement to establish an adequate system of
schools open to all its residents. In Serrang, a primary responsibility of the state for
funding education was clearly established.

The net effect of Rodriguez, Serrang, and other cases ruling affirmatively for equity
was that states had to find means by which to adjust for wealth variations. Many states
rushed to realign their finance formulas on the presumption that, if challenged, their
systems for financing schools would be found lacking in equity. Because redistributing
property wealth was not physically possible, states were forced to cievise equalization
methods by which tax revenues would be redistributed under conditions seeking to achieve
resource accessibility, e post, and ex ante fiscal neutrality. Yet fiscal equity,
hardfought and not completely won, came to be viewed as the cornerstcne on which state
funding mechanisms must be based. The ~tate’s partnership with the local community 1n
providing an adequate and equitable educational system was at least constructi ‘ely

established by law.
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Extension of Equity Principles to Facilities

Although the effect of equity reform was widespread, there was a common belief that
equalization principles applied only to general fun¢ expenditures. Yet reliance on local
wealth for funding facilities rends the integrity of reform where a continually expanding
definition of equity has enveloped nearly all general fund expenditures, has engendered
huge special education mandates, and has even extended to transportation on the premise
that equal opportunity encompasses the able, the disadvantaged, and even the
geographically isolated child. Equity assumes that resources will be adequate, that their
distribution will be widely accessible and appropriate to children’s needs, and that their
impact on learning is significant. Reliance on local property wealth to fund capital outlay
and facilities, however, opens the question of vulnerability of many states’ programs if
challenged. In the words of Governor Calvin Rampton as he addressed the Utah Conference
on School Finance in 1972:

"...lf we think there are inequities in state systems for funding current
expenditures of public schools, just wait till we examine the way we finance
school buiidings!*19

Despite the recognition of jeopardy envisioned by Rampton and others, facility finance
has not received the same attention in the courts as has other equity concerns. The
reasons examined earlier (burgeoning direct instructional priorities, relative 1nvisibility
of relationship between facilities and educational programs, lingering tradition which
resists state encroachment on local choice, and widespread assumption that equalization
principles did not apply to facilities) appear to have been major contributors to the
incompleteness of the equity fabric. Yet there are indicators which suggest that facilities
m.y have been a dormant element of equity and that the courts are taking greater interest

in the problems faced by school districts in funding facilities.
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Court Decisions Invalving Schng] Facilities

For fifteen years, courts have criticized the methods available to local districts for
funding school building projects. Generally ar addendum to larger equity decisions, direct
reference to capital outlay has been made in numerous court cases. Accordingly, extension
of general equity principles to facility funding 'nay be legitimately hypothesized.
Shofstall v Hollins?0 in Arizona noted that tunds for capital improvements were more
closely tied to district wealth than funds for operating expensas and that the capacity of a
school district to raise revenue t, bond issue is a function of assessed valuation. The
court noted in Robingon v Cahill that the state’s obligation included capital expenditures,
without which required educational opportunity could not be provided. In order to satisty
the court, provisions were made in Serrano 12! for deferred maintenance funds. The court
noted in Board of Educatjon of the City of Cincipnati v V@ltg[zz that a thorough and
efficient system of schools is not met if "...any schools are starved for funds, teachers,

buildings, or equipment." The court also showed a concern for caplital outlay funding 1n

Wg_&ﬂg_wmm,% stating that some districts werz2 better able
than others to provide adequate facilities, and in Lujan v Colorado State Board of

Eggcag;‘on24 the court concluded that the fiscal capacity of school districts to raise
revenue for bond redemption and capital reserve was a function of property wealth,

More recently, capital outlay financing was an issue in Christiensen v Graham?5 jn
Florida and Helena Elementary School District v State of Montana.Z6 Although the Florida
court ruled in summary judgment that the state system for financing education did not
violate equal opportunity, Florida has been among those states leading the nation in
assisting facllity finance. The Montana court, however, found in sharp contrast that the
state’s system of funding public schools was viclative of the state’s constitution, ang the

court attackec facility dependence on local school district wealth. Similarly, capital outiay
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emerged in Edgewood Independent School District v Kirby.27 In Edaewood, a district court

Judge declared the “exas system of school finance unconstitutional, and the ensuing court
order required the legislature to find a mechanism which would guarantee adequate funding
for educational expenditures, including facilities. The court enjoined state aid
distributions under the present finance system, but stayed the order to allow the
legislature appropriate time to remedy the conditions. Although an appeal court reversed
Edaewood late in 1988, the argument over facilities contributed to the growth of concern
a/bout local wealth dependence for facility needs. The potential for ongoing struggle
through continued appeals to the state’s highest court highlights the pervasive nature of
finance concerns and its applicability to facilities.

The best analysis of potential breadth of the concern for financing school buildings 18
seen in Pauley v Kelly.28 QOriginally filed as a broad concern for inaccessibility to a
quality education in West Virginia, Pauley became the first instance in which a court
identified a concentrated concern for equal opportunity as defined in part by adequate
school buildings. A lower court ruling for ihe defendants was reversed by the West
Virginia Supreme Court which found education to be a constitutional right, that a
constitutional right required high quality across the state, and that failure to meet the
criterla could not be attributable to the state. The court in Pauley saw a primary flaw In
the state’s finance scheme because of the reliance on local property wealth for providing
quality education, extensively defined to include school facilities.

The implications in Payley for funding capital outlay are significant. The court went to
historlc lengths to describe the scope of quality education and clearly indicated that
facilities were integral to equal opportunity. The court-ordered master plan for
improvement included broad facility mandates and specified in detail that each school
would provide adequate space and quality for each area of the curriculum. The court

ordered, for example, that every elementary school must have an art room for each 250-500

18

Pa\e)
o




pupils, and that every secondary school of 500 students would need at least one art room.
Even storage areas were detailed, and simllar minute specifications were provided for
each academic and activity function at the elementary, yunior high, and high school levels.
While the

operation of politics and fiscal restraint have served to modify the scope of Pauley, the
case remains as a standard against which the potential for capital outlay as an issue of
equitable concern can be assessed. The exhaustive definition of a quality education found
in Pauley and the court’s willingness to define for the state what was expected by equity
and equal opportunity signalled an awareness that {acilities may play a meaningful role 1n
setting the stage for educational success.

The issue of rural and urban plight has also emerged in the court challenges to state
finance mechanlsms,‘and problems in funding facilities have emerged as substantial
concerns. The Kansas City schools are facing major problems associated with a court
ruling which seeks to impose stringent improvements on the city’s schools, including an
order to issue $150 million in capital improvement bonds to correct factlity conditions

which the court described as "...literally rotted.'29 Growing sensitlvity toward urban

needs, including facilities, is also dramatically illustrated by MW 1n New
Jersey. In a 607 page decision handed down in August 1988 (more than seven years after
the original complaint in Abbott was filed and fiore than sixteen years after the New
Jersey state finance formula was ruled unconstitutional in the original case of Robinsony,
an administrative law judge ruled that the state’s systew. Jf school finance could be found
by a court to violate the state constitution. The court observed appalling educational
needs in poor districts, vast program and espenditure disparities between poor urban and
property=-rich suburbar; school districts, and the role of socioeconomic status and

geographic location in determining equal educational opportunity. The attack on the New

Jersey system for flnancing schools almed a sharp blow at funding primarily derived from
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local property taxes. Detailed In the decision were muitiple instances of disadvantage to
the state’s large urban centers. In recommending changes for the state, the
admlnistrative law judge noted that changes would be required: enhancing the powers ot
the state to move students between districts, reconfiguring district boundaries to
eliminate overly large and small districts, and combining a high foundation aid plan with
comparaiuie categorical funding for transportation and aid to facilities.

Court challenges to methods for funding rural and small schools also exist and are

exemplified in a current Tennessee case which sites facilities as an issue. Tenness

Small Counties System v McWherter3! was filed by 66 small school districts, alleging that

the state has denied equal protection to smaller and poorer school districts by falling to
provide adequate funding under the state constitution. The focus in the Tennessee case
alleges nearly the reverse image of urban difficulties, charging that the state finance |
mechanism strongly favors urban and suburban areas of the state and denies rural and j
small communities equal access to funding. The plaintiffs charge that operat:on of the
stats finance mechanism provides an inadequate state foundation plan (TFP),
Inappropriately supplemented through local =ales and property tax revenue.
The plaintiffs in Tennessee offer evidence to support the contentlon of 1nadequate
revenue capacity in rural and small districts. Plaintiffs charge that while equaitzation 1s
present In the TFP, it is not sufficient to offset differences in sales tax revenue resulting
in 1500 percent available resource disparities. Plaintiffs charge that the constitutional
requirement guaranteeling ecucatlon as a fundamental right cannot be met where Tennessee
schools rank last in educational expenditures nationally, where state foundatton aid
underfunds an ‘adequate’ expenditure level by 43 percent32 and in which school districts
lose accreditation if they fail to meet minimum standards imposed by the state. The
evidence cites small school districts which because of insufficient local wealth zapacity as

defined by praperty wealth and salzs tax revenue must use worn and outdated texts,
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cannot meet state minimum pupil-teacher ratlos, provide less comprehensive course
offerings, must offer split-grade classes, and cannot purchase laboratory and computer
equipment. The complaint filed in county court notes that “...In today’s soclety ana
economy, deprivation of necessary and appropriat? courses, facilitles, extracurricular
actlvities and materlals constitutes a violatlon by defendants of the rights of the
plalntiff students and parents to a minimally adequate education..."33 The Tennessee -ase
seeks Injunctive rellef, specifying violation of the state and federal constitutions,
demanding reformulation of the state finance structure, and to enyin defendants fram
acting pursuant to existing law until the case is decided.

‘The cases in New Jersey, Missourl, and Tennessee are representative of various
states’ experlence in funding rural and urban schools and their relationship to school
facilities. As awareness of rural and urban fiscal exigency grows, other states are
considering legal action. In Arizona, rural schools are considering a challenge to the
state’s finance formula, Other states are experiencing fiscal problems, as in Ohio where
38 districts were forced to seek state bail-out funds totalling nearly $30 million including
ald for facilities.34 A Texas panel has recommended $100 million In emergency capital
outlay funds,3° California voters have been asked to approve more than $800 million in
facility ald,3¢ and a South Carolina Judge has allowed school districts to engage in
lease-purchase deals to help relieve more than $1 billion 1n facility needs.37 These
problems seem endemic to a nation of vast contrasts between large metropolitan
populations and vast rural areas where problems of tax base erosion, averburden, and
other Inordinate costs become significant. Ultimately, challenges to finance schemes are
engendered by distress, which is itself a product of inadequate resources. When
inadequacy is linked to a distribution scheme believed to be inequitable, litigation 1s a

natural consequence,
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What appears preeminent is that awareness of rural and urban 1ssues is growing, that
an increasingly sharp advocacy on rural and urban issues is coalescing, and that states
will continue to be challenged o(rer methods of funding schools. These tensions result
from difficult economic and governmental judgments about the distribution of inevitably
finite resources, and the unavoidable consequence points to continued litigation. The
longstanding legacy of court comments on funding facilities, the increasing notice by
courts of facility concerns, and the emerging court agenda addressing rural and urban
concerns, suggest that support for facility funding in all fifty states poses significant

questions which deserve serious research and evaluation.
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CHAPTER 3
RESEARCH ON FUNDING AND SCHOOL FACILITY NEEDS

State assistance to capital outlay funding has been a research interest for many years,
and the absence of substantial aid to facility projects in many states has not been due to a
lack of research evidence. The early research literature focused on identifying problems
assoc.ated with capital outlay funding, and as early as 1922, the literature was suggesting
practical ways for states to assist local districts. Proposals for state assistance varied
widely, but they consistently focused on the concept nf ability to pay. Proposals were
frequently advanced, but none were universally popular, and few were accepted
enthusiastically.by legislative or educational leaders.
problems and to provide more sophisticated responses to national concerns. The growing
awareness of problems faced by local school districts in providing faciliti2s prompted the
federal government to implement Public Law 874 which provided impact funds for the
states whose local tax bases were affected by federal installations. The National
Education Finance Project (NEFP) undertook a major survey of legal bases, procedures, and
practices for funding facilities in the fifty states and suggested new models for facility
finance. Although the NEFP was the last major effort on a national scale, interest in
facility funding has continued, and a growing series of resiarch articles, dissertations,

and legislative studies have confirmed concerns about adequacy and equity.

Adequacy, Equity, and Needs

The majority of equity research in capital outlay has been conducted since the mid
1960s. Although the emphasis has been more on current problems than on classic equity

measurement, findings have been consistent. Plainly, heavy reliance on property wealth
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has had a deleterious effect on the adequacy and condition of facilities. The research has
overwWwhelmingly indicated that increased state involvement provides a neutralizing effect
on local wealth dependency as the principal determinant of facllity adequacy, and that the
operation of local wealth has had a detrimental effect on the quality of programs offered
to students. The troublesome relationship between wealth and facilities is consistently
identifiec in wide disparity of abllity to service capital outlay and debt retirement. These
concitions have been heightened by inflation, population changes, educational program
growth and improvements, and normal deterioration of facilities. The evidence points
sharply to advantages held by wealthier districts which can tax less for services, produce
more revenue per pupil, and provide a better education. While effort has been made to
improve equity in most funding areas, the evidence continues to demonstrate that the

absence of state assistance in funding facility needs violates fundamental equity

principles.38
Local Capital Improvement Needs

The literature weaves together the areas of equity and specific facility needs.
Problems confronting rural and urban schools have been prominently noted. Repeatedly,
the L. terature emphasizes a backlog of needs among districts of all sizes, and thel
relative ability to pay for unmet needs is documented. The American Association of School
Administrators, in cooperation with the Council of Great City Schools and the National
School Boards Association, reported estimates for maintenance backlog in excess of $25
billion in the nation’s schools, and reports from the individual states confirm and detail
the staggering estimated needs.39

The literature indicates that modernization and replacement are growing needs, while
other uncontroliable influences such as handicapped accessibility, Title IX, asbestos

control, and expanding curricular needs including technology have outstripped local
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budgets.40 The concept of deferred malntenance and construction has yielded huge
amounts of unmet needs in the various states. A 1987 survey by the Oklahoma State
Department of Education estimated that more than $622 million in needs had gone
unaddressed in that state, and if all districts were to extend themselves to the legal
mazimum for capital outlay purposes, needs would still exceed $125 million.4! In 1987
North Carolina similarly noted $3.2 billion in unmet needs and enacted new legislation
addressing part of the state’s ficility shortcomings by providing more than $793 million 1n
new state monies.%2 In 1988, California voters approved Proposition 79 authorizing $800
m ‘ion in bonds to address scme of that state’s needs for renovation and new
construction,?3 and evidence submitted in Tezas suggests that a total of $5.4 billion will
be needed to fund facility projects by 1996.44 The resuits of these representative
instances are repeated throughout the states which have undertaken studies, indicating
that inattention to mechanisms for providing facilities in this ¢entury has resulted 1n
accumulation of large needs which have been inadequately addressed.

Identified needs have been extensive, and some research has begun to ezamine levels
of need anc ability to pay In rural and urban settings. Evidence on deferred maintenance,
construction and equity between districts is beii 3 linked with rural and urban 1ssues 1n
Kansas where a growing body of evidence indicates that districts are operating at varying
levels of budget stress which may have led to increasing facility pfoblems. In 1985, a
study of Kansas school districts found that fully 10 percent of all districts were unable to
fund an average practice budget per pupil of $54.75 for capital outlay purposes under
uniform tax effort. Serious concerns were posed about resource accessibility, wealth
neutrality, and tazpayer equity where local ability to generate revenue differed by nearly
700 percent, leading to important doubts about whether average practice was sufficient to

truly meet actual needs.45

26




Rural and urban issues in Kansas were ezamined in separate studies in the same year.
A survey of rural school districts of less than 1,000 enrollment found the average age of
buildings was sufficiently high to question continued service, that maintenance decisions
were significantly related to debt levels, and that estimates for maintenance deferral
approached $60 million.46 Simjlar evidence was found in the state’s urban school districts
where It was concluded that a positive relationship between local wealth and condition of
faci.lities had significantly contributed to needs for deferred maintenance exceeding $321
million.47 In 1988, the concepts were extended in a further survey of Kansas school
districts which found a strong relationship between condition of facilities and local tax
bases, leading to conclusions that many rural and urban school systems within the state
were exerting significant effort for facility projects with inordinately differing results
and were losing the battle of unmet facility needs because of local wealth insufficiency A8

Because facility repair, maintenance, renovation, and construction remain outside many
states’ formulas for funding §chools, serious questions arise. These questions inevitably
relate to local inability to fully fund capital outlay needs and raises concerns about
whether states have an obligation to become .nvolved in rﬁeetlng educational facility
needs. In Kansas, such indicators suggest that dependence on local wealth to finance
facilities violates accepted principles of equity, results in wealth-related condition of
facilities, relies substantially on local property wealth as a determinant of the quality of
facilities, assumes a negative effect between state funding mechanisms on the
relationship between facilities and educational programs, and suggests the need for
additional research into the extent to which rural and urban areas of the state are
substantively affected by the operation of state funding mechanisms for capital outlay.

The estimates of unmet needs in various states and the research in Kansas on equity
indicate that the relationship between facilities and educational programs may become

more intensely observed by the courts. Given indications of court consternation, growing
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awareness of rural and urban distinctions, and attention evident in research, critical

~3

examination of capital outlay financing is not likely to diminish in the near future. The
combination of research knowledge and legal implications frame the legal jeopardy

questions within which existing state policy should be evaluated.
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CHAPTER 4
ANALYSIS OF EQUITY ACHIEVEMENT UNDER COMMON FUNDING OPTIONS

Determining adequacy and equity lies in measurement. The enormity of needs
throughout the nation poses uncertainty about the outcome if potential court challenges to
finance mechanisms emerge. The growing litigation inveolving rural and urban population
segments also suggests that research should determine if substantive differences
inordinately divide these groups on the larger issues.

Kansas provides tte opportunity for representative research because 1t 1S among the 22
states which provide no assistance to local school districts for facility needs. Research
has suggested a sizeable need for facilities in Kansas based on deferred maintenance and
construction, and the relationship between equity and iocal wealth has been hypothesized.
Research into rural and urban subgroups of the state has been conducted, and the results
have indicated the eppropriateness of the continued exploration found in this monograph
which links average practice espenditures with estimated need in the context of legal
Jeopardy 49

The research in Kansas can assist policy makers and school leaders in evaluating state
policy. The framework can be widely replicated among the various states, and the
modifications for additional alternative questians can be easily integrated into the model.

Policymakers in all states should reflect on substantive research questions. Many
questions which guided this monog: aph were addressed earlier and will be summarized tn
Chapter Five. In addition, this research Sought answers to the following questions:

(1) What are the common problems in funding facilities?

(2) Are there important adequacy and equity differences between rural and urban

school districts?

(3) Are districts able to levy adequately for facility needs?

(4) What are the state’s characteristics when evaluated for resource accessibulity,

student, and taxpayer wealth neutrality?

(5) Which alternative method for funding capital outlay shows the greatest amount of

resource accessibility, wealth neutrality, and horizontal taxing equity under

simulation in relation to funding both current average practice and estimated
need?
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(6) What is the rank-order among alternatives regarding equity?

(7) Importantly, what would be the estimated cost to the state of each alternative

funding model examined?

Answers to these questions are important in any state. Kansas was selected to
examine for equity achievement under four common methods for capital outlay funding. The
state’s largely rural nature, its dependence on local wealth for facility funding, and the
current interest by some organizations in the gtate to introduce state aid provided an
ideal opportunity to test hypothetical models under realistic state policy conditions.
Models were selected which represented functional simplicity, attempting only to
demonstrate quantitative and substantive differences in the relative degree of equity
approximation within the context of adequate levels of funding. The models simulated
included (1) total local control operating as the current mechanism in Kansas and those
states which offer no support to local districts, (2) full atate funding cporating with
recapture provision for excess wealth, (3) an equalized grant ranging hypothetically from
0-100 percent with no recapture, and (4) a flat 50/50 cost~share grant where all districts
levy uniformly and receive a grant from the state without regard to local wealth. Finally,
a consideration of incorporating capital outlay into the existing equalized general fund
formula is discussed among the conclusions and recommendations. By comparing adequacy

and equity under twin concepts of average practice and estimeted needs, policymakers may

observe the nature and extent of the problem with startling clarity.

PART I
STUDY DESIGN

Qperationalizing Eaulty Principl

If equity is to be measured, it must be set apart from abstraction. As Berne and
Stlefel have indicated, measurement of equity requires deliberate value judgments about

what will be measured.50 Selection of objects to be measured implies a hierarchy of
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values which chooses between competing objects to be examined. Fiscal equity research
most frequently prefers pupils over tazpzyers.

This research places higher substantive emphasis on pupil equity, although concern for
taxpayers is important and represented. Pupil emphasis in this research first seeks to
achieve horizontal equity by placing all districts at a similar starting point for comparison
and then seeking alternatives which are sensitive to resource flow in inverse proportion to
ability or which flow in sufficient amounts without regard to lo.al tax yield. The
assumption accepted in this research is that vertical equity should be a secondary priority
in facilities because adequacy and equality of opportunity should first be achieved.

'
Similarly, this research demonstrates concern for taxpayer equity by focusing on the
horizontal dimension of equal yield for equal effort, rather than on more complex vertical
equity considsrations. AS sulh, this resgaich {otuses un the effecis of inurogucing state
aid to capital outlay. Resoure accessibility, gx post fiscal neutrality, and ey ante fiscal
neutrality are used to assess the outcomes.

Alternative methods for financing capital outlay are examined for adequacy and equity
and their relative ability to demonstrate independence from local wealth. Adeq 3¢y is
examined before equity because sufficient resources are the prime concern. Adequacy 1S
defined in this research as (1) ability to fund an average practice model (APM) for capital
outlay expenditures, and (2) ability to fund an estimated need model (ENM). Adequacy for
pupils and taxpayers is satisfied when all districts are capable of funding the model.

Equity is then examined under resource accessibility, ex_post, and ex_ante fiscal
neutrality. For pupils, operationalizing resource accessibility requires that resources to
fit pupil needs should be available equally throughout the state. For taxpayers, it

requires sufficient revenue to meet thase needs under uniform tax effort. When the APM

and the ENM are fully funded, resource accessibility is achieved.
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Ex pogt fiscal neutraiity examines pupil equity by restating and extending resource
accessibility. Ex post fiscal neutrality requires absence of positive linkages between
wealth and resldence, attributing expenditure disparities to iocal free choice rather than
tax base inadequacy. The Issue becomes the aggregate wealth of the state. As
Friedman®! suymmarized, ex_post fiscal neutrality is probably violated if high wealth
districts Lcanl consistently spend more than low wealth districts. When sufficient aic to
fund the APM or ENM is received without regard to local wealth or when aid is inversely
related to ability to pay, ex post fiscal neutrality is achieved.

Finally, g ante fiscal neutrality examines taxpayers. As Friedman again summarized,
ex ante fiscal neutrality seeks equal yield for equal effort, desiring a choice mechanism
whereby the community freely determines its level of expenditure and the difference

i L A bnse blon mbabes Mhlo; camamemab a2 ——an £
hatuiaan ‘“F’Cit',’ and need s funded by the state. This researcn mcasures EX_QiitE 11 Suail

neutrality as the relative ability of districts to fund the APM or ENM under equal taxing
conditions. When districts levy uniformly and receive sufficient aid to fund the APM or
ENM irrespective of local effort or aid is inversely related to ability to pay, ex_ante fiscal

neutral is achieved.
ishing Aver ractice od

Adequacy has historically been defined as average practice which may be something
quite apart from actual need. While earlier research in Kansas has examined average
Ipractice and need as separate conditlons, this research compares average practice with
estimates of need.

In setting a target level of funding which represents adequacy for facility needs,
several Issues were considered. In its general fund equalization formula, Kansas utilizes a
median expenditure to set budget controlg for enrollment categories, Enrcliment

categories are size ranges in which differential costs based on economies of scale are
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recognized. Allowable costs per pupil increase as district size declines because of
commensurately more expense per pupil, except In the largest districts where the state
also adjusts costs upward to reflect speclal needs.

Although the state uses medians as the measure of resource adequacy, a median budget
per pupil for capital outlay average practice and need models was rejected. A mean budget
per pupil for both average practice and need was believed to better represent astual
spending patterns and estimated need because districts may have inordinate or no annual
costs for a single year. An average practice model (APM) was constructed from data on
actual levy experience spanning the years 1985-88 and entered into a formula which
summed actual revenue recelpts and divided by the number of puplls in the state for the
same three year period. The formula yielded a single budget per pupil value (APM) which
defined resource adequacy as current practice. 1ne APM then served as the target whach
each alternative resource simulation sought to satisfy. When all districts could met or
exceed the APM, adequacy and equlty (as defined by average practice) were achieved.
Separate APMs were compared for the entire state and for rural and urban subgroups.

The APM was then Inserted into each alternatlve mechanlsm for funding caplital outlay
and compared against each district’s actual wealth per pupil (WPP). Wealth per pupil was
defined as the total mills levled in the state for capital outlay and debt service divided by
the number of districts. The result was a mean levy for capital outlay and debt service
which was used to derive each distrlct’s per pupil capital outlay ability by multiplying 1t
against the local unadjusted assessed valuation divided by the fulltime equivalency (FTE).
Subtracting wealth per pupil from the APM then determined each district’s ability to fund
the APM or ENM so that adequacy and equity could be assessed for each revenue model.

A need model was also derived because of the obvious flaw inherent in an average
practice model. An average practice model is hlghly useful in comparing current practice

among districts, but it cannot be assumed to exhibit genuine adequacy or equity because 1t
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may severely underestimate need and reflect various restraints. Anestimated need model
(ENM) was constructed from the work by Honeyman52 and Devin53 by summing their need
estimates and dividing by the FTE to derive a target need budget per puptl. Three ENMs
were derlved in order to separately assess the entire state and rural and urban
populations. Local adequacy could be estimated by subtracting the ENM from per p.oil
wealth under each revenue model. Because earlier works had either estimated adequacy as
it is limited by fiscal constralnts or had estimated need without assessing equity
achlevement, the present research was able to reflect upon the substantive difference

between average practices and genuine need.
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rank-order the desirabllity of the alternative funding methods. Eight statistical measures
were used. These measures provided multiple assessments and represented the four
emplrical groupings suggested by Berne.54 The purposes and benefits derived from the
elght me~sures can be summarized:

Unrestricted range: The unrestricted range (UR) demonstrates raw ability of districts
across the state under uniform tax ievy. Focusing on distribution extremes, the
unrestricted range subtracts the bottom from the top to capture the spread. As
the UR decreases {n value, equity ls presumed to increase.

Restricted range: The restricted range (RR) demonstrates the range after extreme
outllers are removed. The restrictec range exhibits the bulk of the distribution
because the top and bottom five percents of outliers have been stripped away,
leaving the clustered group. It may logically be expected that the range will

decrease in value over the unrestricted range, thereby achieving greater equity

+ appearance by ignoring
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outliers. The advantage of the restricted range lLies in observing the widty of the
distributlon after the anomalies are removed.

Federal range ratjo: Based on the restricted range, the FRR is a wealth neutrality
measure which expresses the distribution’s width as a single numeric value,
reduclng large dollar discrepancies to more meaningful comprehension. The FRR
Is found by dlviding thr restricted range by the lowest score at the fifth
percentile. In this research, the FRR provides an alternative measure allowing
for meaningful single-digit equity comparison.

Relative mean deviation: The relatlve mean deviation (RMD) examines the difference 1n
each district’s per pupll revenue ability and the AP or ENM. It provides an
additional estimate of equlty achievement and allows examlnation by tndividual
district of deviations from the APM. The RMD Is the absolute value of
differences. as a percentage of the total expendltures in the distribution.
Normzity ranging between zero and one, if the RMD exceeds the normal range it
may be seen as a measure of percent difference of need beyond ability to pay. As
the score Increases, the degree of equity is assumed to decilne.

Pearson correlation coefficjent: Simple correlation coefficients are reported 'n this
work which were derlved In earlier extensive analysis using correlation and
regression techniques.55 Correlation and rearesion step beyond simple
descriptive variance by testing suspect varlables for relationships which may
later be examined for causation by regression analysis. Ranging froi. -1 to +1,
correlatlons indicate strength of variance in tandem.

Ginl _coefficient: The Ginl coefficient plots the cumulative percentage of school
revenue to cumulative population proportions. It 1dentifies the degree of wealth

concentration and focuses on the size of the lower half of a distribution. The Gini
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estimaies the effect of poorer districts on equity and identifies the magnitude of
the lower 50 pr.rcent of all districts.

Coefficient of variation: Defined as the square root of variance in revenue divided by
the mean revenue, the coefficient of variation assesses total equity in a
distribution. Sensitive to the total dist“ribution, the coefficient of variation is a
calculated value which decreases as equity increases. The coefficient of variation
is used in this research as a multiple measure of equity estimation which is
sensitive to the total distribution.

Mcloone Index: This index is the ratlo of total dollar inputs for below median pupils to
the dollar inputs required if all puplls below the median were receiving it. Like
the Gini, the McLoone Index con entrates on the size of the lower half of the
distribution. As the value increases above zero, equity is presumed to increase.
In this research, the McLoone provides a second measure of wealth insufficiency
among poorer districts.

Assessing adequacy and equity requires moving beyond simple description and
reporting. Statistical methodology provides the tools by which adequacy and equity may be
meaningfully evaluated, and the usefulness of statistical measures becomes greater when
attempting to compare alternative choice models. These measures allow the alternative
funding choices of local control, state assumption, and variations on grants to be weighed
and compared for the state and its rural and urban subgroups under the governing equity

principles of resource accessibility, ex post and eg ante fiscal neutrality on the basis of

average practice and estimated need.
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PART II:
FINDINGS

Results of Descriptive Analysis

The serles of studies conducted in Kansas have revealed interrelated conditions which

confirm reports from other states regarding growing facility needs and resource

inadequacy. Like many states whose facilities are aging rapidly and whose revenue
sources are limited, Kansas school districts are experiencing significant needs.

Descriptive data on the age and condition of Kansas facilities, sources of revenue, and
other financial and tax levy information describe facility problems in Kansas which may be
expected to increase with time.56 Qnly slightly more than 10 percent of all attendance
centers are less than ten years of age. Almost 75 percent are more than twenty years old,
and nearly 20 percent of all bulldings exceed fifty years of age. Their condition reveals
nearl} one-fourth in fair tc poor condition. Rural and urban subgroupings find 29 percent
of rural schools rated in fair to poor condition, while 7.1 percent of the urban schools are
similarly rated.

Not surprisingly, the tex base of Kansas school districts reflects a heavily rural
economy. Nearly 60 percent rely primarily on agriculture, and an additional i1 percent
identified energy production as the major tax source. While the state’s tag base is
stronger and more diverse than the reported percentages may indicate,57 many Kansas
school districts have experienced recent valuation declines because of deoressed
agricultural and energy-related industries which have resulted in major shifts 1n school
aid under the state’s general fund equalization formuia.

None of the shifts, however, have alded facilities. The data indicate that
approximately 80 percent of all school districts are levying for capital outlay, and more
than half have bonded indebtedness totalling approximately $385 million which must be
serviced by locai property taxes. Yet significant capital projects are planned. Ne;arly half
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TABLE 4.1

SUMMARY OF MEAN TAX EFFORT,
AVERAGE PRACTICE, AND NEED

Rural Urban State
1985-86
Mills for Capital Outlay 3.9 6.3 4.5
Mills for Debt Service 2.8 3.3 2.9
1986-87
HMills for Capltal Outlay 2.95 2.68 2.87
Mills for Debt Service 4,31 5.24 4,56
1987-88
Mills for Capital Outlay 2.8 3.3 2.9
Mills for Debt Service 3.4 _ 6.0 4,1
THREZE YEAR MEAN MILL RATE
Capital Debt Comblned
Qutlay Service Mean
Rural 3.22 3.5 6.72
Ucban 4.09 4.85 8.94
State 3.42 3.85 7.27
AVERAGE PRACTICE MODEL ESTIMATED NEED MODEL
REVENUE PER PUPIL REVENUE PER PUPIL
Rural $83.50 $61:.30
Urban $53.30 $1,064.30
State $61.51 $953.08




of all districts indicated plans for facility projects, and 20 percent reported plans for bond
elections. At the same time, 10 percent reported recent bond election failures.

The data in Table 4.1 indicate relatively wide variations in local effort for facility
funding. Three years of comparative levy data indicate that in general the state’s school
districts are making a concerted effort to maintain and improve facilities. Average levies
for the most recent three year period indicate a composite mean levy for capital outlay and
bonded indebtedness of 7.27 mills. Urban school districts are exerting roughly one-third
greater overall effort for facilities than are rural schools, yet urban districts receive less
revenue per pupil. Revenue-generating ability defined by average practice (APM) indicates
that the mean levy produces $83.50 per pupll in rural schools, $53.30 in urban schools, and
$61.51 statewide. These amounts stand in sharp contrast to estimated needs per pupil of
$1,064.30 for urban districts, $611.30 for rural schools, and $953.08 for the state.

Finally, descriptive data indicate that school districts in Kansas are making a
significant effort to maintain and construct facilities appropriate to educationai needs.
The mean combined levy for facility support increases the average total mill rate of school
disi “sby nearly 14 percent, and if calculated usirg adjusted assessed valuation, facility
effort amcunts to more than one-third of the average total general fund miil levy.
Analysis of rural and urban effort suggests that rural districts exert approximately 25

percent less effort and spend roughly 56 percent more per pupil than do urban schoo.

districts to meet facility needs.

The importance of multiple and extended analysis becomes apparent when using
descriptive measures because the results may present incomplete evidence. Further

analysis of the relationship between wealth and facilities reveals a somewhat modified
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description of the state of Kansas, resulting in markedly different; conclusions under later
substantive analysis.

The average practice model (APM) and estimated need model (ENM) were used to
examine resource adequacy and equity. The APM described current practice, while the ENM
described estimated need in the average district. By comparing actual practice and
estimated need under the four alternative funding plans, adequacy and equity could be
examined under the stated resource accessibility, wealth neutrality, and equal tax effort
equity principles defined earlier.

Table 4.2 describes adequacy and equity at the state level. Statistical measurement
overwhelmingly indicated that total local responsibility for funding capital outlay is
inadequate and lnequitable under either average practice or estimated need. Extreme
variation in resource accessibility exists where unrestricted ability to pay ($4,633.89 per
pupil) exceeded 93:1 and the restricted range ($761.49 per pupil) is nearly 10:1.
Dependence on the local tax base caused 29 districts (3.6%) to be incapable of funding the
APHK. The estimated 1iesd model, which suggests that average practice has underestimated
need by more than 1500 percent, found the present method of total local control to be
extraordinarily inadequate by all measures as an overwhelming number of districts were
unable to fund the estimated need per pupil. These results support earlier correlations
among suspect variables in Kansas school districts which found a near perfect positive
relationships between capital outlay ability and district wealth. These carrelations
indicated strong linkages between wealth and planned improvements (.63), condition of
facilities to age (.59, wealth to level of bonded indebtedness (.3034), and planned
improvements to debt (,2641).58

Rural and urban school districts revealed similar inequities under local support for
facilities. Table 4.3 summarizes urban school districts with enrollments greater than

1,000, Again, local responsibility for capital projects is inadequate and inequitable Lnder
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TABLE 4.2

ADEQUACY AND EQUITY OF FOUR METHODS
OF FUNDING PACILITIES
STATE SUMMARY
Heasure Local Full State Percentage 50/50
Control Funding Equalized Grant

APY ENH APH B APH e APH ENM
U.R. $4,633.89 $4,633.89 $0 $0 $0 $0 $4,633.89 $4,633.89
R.R. $761.49 $761.49 €0 $0 $0 80 $761.49 $761.49
E.R.R. 8.55 8.55 0.0 0.0 0.0 0.0 4,28 4.28
R.M.D. .7 1.80 0.9 0.0 0.0 0.0 .38 .54
c.v. 49 .83 0.0 0.0 0.0 0.0 24 .42
Gini 43 .94 0.0 0.0 0.0 0.0 22 .47
HcLoone .06 003 1.00 1.00 1.00 1,00 .82 L0017
H below
Eean 29 283 0 0 0 0 15 i 142
K= 303
AP¥= Average Practice Model

Eii= Bstimated Heed Kodel

U.R.= unrestricted range

R.R.= restricted range

P.R.R.= federal range ratio

R.H.D.= relative mean deviation

C.V.= coefficient of variation

Gini= Gini coeffliclent '
HeLoone= KcLoone Index
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TABLE 4.3

ADEQUACY AND EQUzrY OF FOUR METHODS
OF FUNDInG FACILITIES

URBAN SUKMARY
Measure Local Full State Percentage 50/50
Control Funding Equalized Grant

APH B AP H i APH ENN
U.R. $1,550.00 $1,550.00 $0 $0 $0 $) $1,550.00 $1,550.00
R.R. $89.9% $89.95 $0 $0 $0 $0 $89.95 $89.95
F.R.R. .85 85 0.0 0.0 0.0 0.0 42 42
RM.D. N 1.80 0.0 0.0 0.0 0.0 .38 .54
cy. .28 85 0.0 0.0 0.0 0.0 14 .43
HeLoone .04 B 1,00 1.00 1.00 1.00 50 03
N below
mean 0 80 0 0 0 0 0 40
FIE » {,000
k=81

AP¥= Average Practlce Kodel
Eil= Estipated Heed Hodel

U.R.= unrestricted range

R.R.= restricted range

F.R.R.= federal range ratio
R.M.D.= relative cean deviation
C.V.= coefficient of variation
HcLoone= HcLoone Index




either the AP or estimated need model. Unrestricted wealth ($1550) was nearly 25:1, and
the restricted range ($89.95) approached 2:1. Despite the variance 1n raw wealth, urban
school systems demonstrated a much narrower wealth distribution. The narrowing of
wealth disparity was reflected in other statistical measures, but the effect of a relatively
wide wealth ratio for funding facilities was consistently ghszrved. While all districts
were able to fund the low APM, inequity soared under the need model where 80 urban
districts (99%: were unable to meet the ENM per pupil of $1,064.30. Like the state in
general, total local responsibility for financing facility needs appeared to be hiahly
inequitable as urban districts were unable to completely satisfy equity principles.

Results were similar for rural districts. While urban districts ezhibited htgh resource
inequity within a narrower range of variation, rural districts were widely dispersed.
Table 4.4 summarizes rural school districts with enrollments less than 1,000. In striking
contrast, local control for rural districts ylelded the highest unfavorable scores regarding
equity, with 29 districts incapable of funding the APM. The range of $4,633.89 (93:1) was
the widest in the distribution. Inequity soared under the need model, indicating the 203
{90%) districts unable to approach the estimated need of $611.30. Consistent with urban
schools and the state in general, local responsibility for financing facility needs was
highly inequitable, as rural districts were unable to satisfy equity principles, despite the
effect of extreme wealth in a few districts on the mean wealth per pupil.

Rural and urban areas of the state experienced significant difficulty funding the
estimated need model. Although the need model may be criticized as an estimation
technlque, reither can a strong case be made in favor of average practice as a good
definition of adequacy because practice Is necessarily defined by the operation of limited
resources within a competitive environment. The sufficiency of an average practice
probably cannot be accurately guaged, but in states like Kansas which operate under cash

basis laws and relatively restrictive debt limitations, average pr ..tice almost certainly
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TABLE 4.4

ADEQUACY AND BQUITY OF FOUR METHODS
OF FUNDING PACILITIES

RURAL SUHHARY
Heasure Local Full State Percentage 50/50
Control Furding Equalized Grant

ApM B By ] AR B APH ExH
U.R. $4,633.89 $4,633.89 $0 $0 $0 $0 $4,633.89 $4,633.89
R.R. $854.75 $654.75 $0 $0 80 $0 $854,75 $854.75
E.R.R. 9.2 $.2 0.0 0.0 0.0 0.0 4,60 4,60
R.H.D. .1 1.04 0.0 0.0 0.0 0.0 .38 52
c.v. .65 91 0.0 0.0 0.0 0.0 32 .46
¥cloone .26 007 1.00 1.00 1.00 1.00 52 .004
H below
Bean 29 203 0 0 0 0 40 102
FTE < 1,000
K= 222
APt= Average Practice Kode)
Eli¥%= Eatimated Keed Kodel
U.R.= unrestricted ranoe
R.R.= restricted rangs
B.R.R.= federal range ratlo
R.K.D.= relative pean deviation
C.V.= coefficient of variatlon
KcLoone= Hcloone Indsx
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TABLE 4.5

REQUIRED LOCAL HILL RATR
LOCAL CONTROL HODEL
APY Percent B Percent Percent
Hills Difference kills Difference Difference
Hich to Low Hich to Low APH to ENM
State High .0089% §960.00% 11627 12449.47% 1319.98%
State Low .0004 00095 950.00%
Rural High .008%6 8960.00% 08907 9375.79%% 994.08%
Rural Low 0001 .00095 950.00%
Urban Hich 00684 2442.86% 11827 172.65% 1729.09%
Rural Low 00028 . 00479 1710.71%

APH Hills: mlll rate required to fund the average practice model.
EHN Hiils: mill rate required to fund the estimated need model.
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underestimates need. The estimated need model suggests that until needs are known with
absolute certainty, the ENM offers the best estimate of current conditions and serves as a .
yardstick against which principles of adequacy and equity can be measured. Given the
amsunts at stake and estimations ot need found in other states, the ENM provides a
conservative and reasonable alternative to estimation limitations.

Significant differences and commonalities between rural and urban areas of the state
were found under the total local method for financing facility needs. Differences lay in
wide variations of wealth among rural communities which forced the width of the
distribution. The appearance of wealth in rural districts, however, was not upheld because
the greatest degreé of inequity under both the APM and ENM egisted in rural districts. In
comparing rural and urban districts on the APM, unly rural districts, however, lay below
average practice. In contrast, a higher proportion of rural districts was below the ENM,
indicating that the state’s wealth is concentrated in a very small number of districts.

Commonalities are probably more striking than differences because all districts
operate under the same limitations which exacerbate the effects of local wealth. The most
obvious commonality is that wealth relates to ability and that the effect of wealth on
facilities results in great disparity. Research shows that wealth relates positively to
facility needs. The most important observation thus become that wealth, facility
conditions, and needs are positively linked, and that equity is uniformly violated under
total local control where nearly all districts in the state are urable to fund estimated

needs.

Alternative models allow comparison among competing choices. Because choices must
be made, models should allow for diverse representation in order to magzimize their

uszfulness.
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Full state funding is an option which has been tried by very few states and with Limited
success. Full state funding presupposes several conditions, all of which function in the
context of values, politics, and government. As it operates here, full state funding 1s
1 preserved as nearly neutral as possible, with the caveat that for contrast, excess wealth
| recapture was
i included.

i The objective was once again to fund the average practice model (APM) and estimated

need model (ENM). Results in Tables 4.2, 4.3, and 4.4 represent a marked contrast to the

local control option. While range measures do not change for raw wealth data, the net

effect of state revenue collection under uniform levy conditions utterly negated tax base

disparity. Statistical achievement of equity cecurred as the state levies, collects, and

administers facility funding under completely uniform conditions. \

| Consequently, in full state funding the issues quickly depart from achievement of

‘ adequacy and equity and turn Ito acceptability of implications inherent in full state
funding. A sensible consideration also questions state and local district costs resulting
from statewlde tax collections. Effects of recapture built into the model 1n Table 4.6
illustrate that if the state were to assume responsibility for facility finance at the APHM,
a revenue windfall would accrue to the state in excess of $57 million. In fact, only 30
percent of districts would actually benefit by full state funding while the remainder would
pay in higher revenues than would be returned in state aid. In contrast, if the need model
were funded, a shortfall of nearly $300 million would occur, with most districts recelving
aid which exceeded their contribution. Because average practice is questionably low and

' because of excess wealth in a few districts, difficult ecoriamic and political decisions
would be required about how full state funding would be defined for the state.

The features of plans by which full state funding might occur are adjustable without

limit. Clearly, recapturs represents a drastic departure from tradition and is in all
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likelihood a highly unpalatable alternative. Ir, practice, full state funding has frequently
resulted in a high level of aid mixed with local effort to ease the state’s burden and to
retain local incentive. Although $381 million in estimated need is comparable to the
identified needs of other states, it nonetheless represents a sizeable increase 1n revenue
which must be generated and would likely lead to some ratio less than complete state
assumption. While those decisions are legislative, assessment under equity principles
indicates that the model meets all conditions of equity achievement and represents one

qualifying alternative to reducing current inequities.

S is: e Equal] t

The third model represented a different set of value choices. A percentage equalized
grant provides sharp contrast to full state funding, and its operation in this research was
designed to be cansistent with the state’s general fund equalization formula by providing
aid in inverse relationship to arility to pay. Incontrast to full state funding, ability 1s
the critical issue which triggers variable assistance as diswricts receive increasing aid as
local ability declines. Because the state’s general fund formula does not truly generate
excess wealth, a stop-loss provision was built into the model whereby no recapture of
excess wealth by the state would occur.

The objective was again to fund the average practice model (APM) and est.mated need
model (ENM), and statistical measurement achieveu perfect equity. While range measures

remained unchanged in raw wealth data, the net effect of state revenue collection under

uniform levy conditions negated variations in local resources. Equity was achieved as the

state levied, collected, and administered facility funding under completely uniform taging
conditions.
The flow of aid to school districts varied tightly with ability to pay. Table 4.6

indicates that only one district under the APM would be unable to fully fund itself under
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TABLE 4.6

STATE COSTS
T0 FUND THE POUR ALTERMATIVES

Total Local Control Full State Funding

ARY ERY 1Pd ERY

Required 24,588,939 381,000,000 24,588,939 381,000,000

Revenue

Available 81,824,591 81,824,591 81,824,591 81,824,591

Revenue

Net Revenue 57,235,652 (299,175,409 57,235,652 (299,175,409)

Change

State Cost 0 0 (57,239,632) 299,175,409

Percent

Ald 0 0 100% 100%

(30%)
N aid
districts 0 0 303 303
Bqualization 50/50 Grant
APH ERY AP EiN
Required 24,588,939 381,000,000 24,588,939 381,000,000
Revenue
81,824,591 81,824,541 94,119,060 94,119,060 »x

Available 57,235,632 (299,175,409 81,824,591 (274,586,470)

Revenue

State Cost 8,182.40 # 299,175,409 24,588,939 24,588,939

et Revenue ,00001 79% 50% 50%
- Change

N aid

districts { 274 15 142

* One district recelves at at .003%,

¥+ Local wealth ylelds $81,624,591. State contributes haif of required

ald at 912,294,469, 981,824,591 + 12,294,469-= $94,119,060.
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PERCENTRGE ERUALIZED GRANT
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uniform taxing conditions, resulting in a cosf: to the state of roughly $8,000 and accounting
for the fraction of the distribution qualifying for aid. Under the APM, resource
sufficiency was technically satisfled, as all districts levied equally, received the APM, ana
were eligible for aid if they qualified. Substantively, however, the same questions about
the adequacy of the AP remalned, and analysis under the need model immediately
qualified 274 districts (90%) for an average aid level of 79 percent. State costs under the
ENM were significant with a net cost of nearly $300 million as districts would actually
receive aid as high as 79 percent.

The percentage equalized method met the criteria for achieving resource accessibility,
wealth neutrality, and uniform effort. Adjustable in a continuum between zero and 100
percent local/state partnership, equalization presents a method philosophically consistent
with the state’s equalization formula through which the state may improve equity

conditions for funding facilities.
esy Statisti n js: 5 State Grant

Finally, a flat 50/50 cost-share grant by the state to local school districts was
examined. Obviously a middle ground, the cost-share represents an easily controiled
introduction of state assistance into the protlems of funding local school facilities.

Flat grants also represent value choices. A flat grant accepts state responsibility, but
suggests a less compllcated approach to determining the level of state support. Under the
conditions of this research, the flat grant provides introduction of state aid on neutral
grounds without the percelved disadvantage rf recapture found in full state funding,
appeases the need for the state to assist all districts, and avoids the open-end nature of
true power equalization. By capping state participation at 50 percent, an equal
partnetlship has been established, leaving the state and local dis' ~ict free to influence

remaining conditions such as local initlative to reduce local costs by the amount of state
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particlpation or to enhance the building program through the use of state aid as a
supplemental grant.

The objective was once again to fund the average practics model (APM) and estimated
need model (ENM). Because of limited state participation which is 1nsensitive to actual

achievement of gquity, the 50/50 cost grant roughly halved the inequity found under the

total local control model. Introducing state aid reduced local fiscal stress by the
equivalent amount, but indicated that while inadequacy could be reduced, equity could not
be achieved by a flat grant. Table 4.2 indicates that 15 districts (49.5%) of the state's
districts still would be unable to fund the APM, and 142 (46.7%) districts could not
approximate the need model.

While equalization and full state funding eradicated distinctions between urban ana
rural districts, the flat grant preserved the differences found under total local control.
Under the fiat grant, urban districts were slightly more disadvantaged. Variability of
equity, however, was much greater among rural districts, consistent with evidence from
the total local control data which suggested that rural districts suffer from the best and
worst of fiscal capacity. State costs were less for the flat grant than for either full state
or equalized funding because of the 50 percent participation limit which capped state costs
at roughly $24.5 million compared to nearly $300 million under equalization.

The net result of introducing state aid to facility funding through the flat grant was
that digtricts were able to add state resources to facility projects which ultimately
improved achievement of equity. The neutralizing effect, hawever, was that while
inadequacy was significantly reduced on a dollar basis, the troublesome inequities
Inherent in wealth variations were incrementally preserved. Flat grants were unable to

aid equity achievement.
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sSummary

The funding alternatives represent only four possible choices. The range/of possible
methods for state participation is nearly limitless because the basic plans could be
modified endlessly. Other options could be selected including state loans, building
autworitles, and other private rapital schema. The methods chosen for evaluation
represent genuine state involvement consistent with the classification in Table i.1,
whereby only those methods resulting in true benefit to local districts were described as
true grant-in-aid plans. .

While the range of choices is rich, the issue must ultimately return first to the
adequacy of any distribution scheme, and secondly to its method for distributing aid. The
evidence clearly indicates that the present method for funding facilities ir. Kansas and
other states which do not assist local districts routinely violates equity and stands 1n

Jjeopardy if it is determined that assumptions about Serrano and capital outlay were

flawed. The evidence also ‘ndicates that there are differences between rural and urban
districts- differences which lie in both magnitude and types of problems each subunit
experiences. In the final analysis, the simple fact remains that no matter how complex
state, rural, or urban issues may become, the problems and solutions lie 1n the availability
of adequate and equitable resources to effectively address student needs. For Kansas, tne
results are alarming, because the APM almost certainly fails the adequacy and equity test,
and the ENM is unarguably violated on all conditions uf adequacy and equity.

The importance of resources in determining the outcomes of education is
overwhelmingly evident because wealthier school districts tend to have better scnooiséd
and better school buildings. Comments by the courts and the increasing number of legal
challenges citing concerns about facilities seem to indicate that both rural and urban

school systems are egperiencing negative limitations of local wealth in providing and
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maintaining adequate and equitable facilities. These issues confirm this analysis which
suggests that policy makers and school leaders should be concerned for the future of how

school facllity needs will be resolved.
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CHAPTER 5
POLICY IMPLICATIONS FOR EQUITY UNDER STATE PARTICIPATION
Analysis

Financing public schools has been drastically altered since the turn of the century.

But despite the changes, many przsent characteristics are recent developments. Education
has become much larger than the local community, and the effect of school finance
decisions are felt at all levels and with lasting impact. When dealing with one of the
largest expenditures of state government, decisions maae in local board rooms, state
legislatures, and o*ther levels of jovernment have a profound influence on the future.
Policies leading to change or decisions to maintain the status quo should be made with
utmost deliberation and on the basis of solid evidence. To formulate effective policy,
synthesis must draw the elements together, provide discussion of substantive effects of
research, and consider implications which may affect future policy directions.

Conclusions and implications for financing facilities presented by this evidence are
powerful. Answers to the questions which began this policy analysis can provide needea
evidence which may be used to identify future needs and to make recommendations which
policy makers and school leaders can use to assist with informed decisions.

Why is there < concern for fi i ilitles? The concern exists because there is
national evidence of an overwhelming inability of local districts to fund capital outlay at
levels needed to keep buildings adequate, safe, and accessible to all students and because
of concern that such issues may become positively linked to court requirements for
adequacy and equity in equal ecucational opportunity. Urban and rural school bus.dings are
deteriorating rapidly, and maintenance .ieeds are increasing concomitantly. The average

age of rural school buildings in the nation exceeds forty years, average deferred
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maintenance exceeds $300,000 per building, and over one-half of districts report
inadequate buildings. The large amounts of need found in individual states becomes nearly
$18 billion for rural schools alone, and urban schools also have huge needs. Facilities,
however, are receiving an increasingly smaller share of limited resources as capital outlay
spending in proportion to total school expenditures has declined by nearly 50 percent
nationally from 1970 to 1983.61

The reason for concern exists in all fifty states where the level of state support may
need to be examined for adequacy and equity. It particularly exists for the 22 no-aid
states because there is a troublesome relationship between loca! property wealth and
ability to construct and maintain school buildings. Schocl districts which report high
levels of need are almost invariably dependent on bonding, ar.d this relationship creates a
cycle of insufficiency that cannot be broken within the district. That dependency will
continue to be noted as advozacy i icreases regarding rural and urban issues resulting from
narrow or erod’ng tax basez, exorbitant costs for high need pupulations, educational
reform costs, changing demographics, and shifting patterns of influence. In an era when an
increasingly expanded definition of equity has enveloped nearly all general fund
expenditures, engendered huge special education mandates, and extanded aid to
transportation, it may be only a matter of time before the quiet criticism of courts
becomes a direct mandate to include facilities in the definition of equal educational
opportunity.

How do adequacy and equity apply? These twin concepts have been the conceptual and
operational underpinnings of desirable educational practice. Their operation 1s sequential
and interdependent by suggesting that adequacy is a natural .irst priority, followed by
concern for distribution. Their definition frames school finance reform and states that
students should have access to resources to meet their individual needs regardless of

residence. Furthermore, taxzpayers have a right to expect the state to support education
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to the extent that lacal wealth does not adversely affect educational quality. By
definition, adequacy in all states .3 thus inherently suspect until examined for sufficient
levels of resources. In the 22 no-aid states, however, adequacy is unavoidably conditioned
by residence. In the unlikely event that all districts in a no-aid state possess wealth 1n
sufficient supply to meet a carefully constructed estimate of need, then adequacy nuld
conceivably be satisfied. But reality almost certainly cancels that possibility, leaving
no—-aid states in a doubtful position toward adequacy.

Equity should follow adequacy, and by definition implies equal access to adequate
resources. But because wealth varies, adjustment is required to impede the natural
distribution. In general school finance reform, that adjustment has been included 1n state
formulas which distribute aid to school districts, =ither in a high level foundation plan or
through an equalization formula sensitive to varying conditions of wealth. The existence
of 22 no-aid states, however, precludes that possibility. The reality in no-aid states 1s
that equity certainly does not occur for either students or taxpayers and that adequacy 1s
surely suspect.

Are there significant legal jssues whivh may affect facility finance in the future? The
question underlies this policy analysis, and the clear indication is that multiple legal
issues relating to facilities may emerge. While notice taken by the courts of facility
wealth dependency has yet to become a fully developed issue, the potential 1s enhanced by
a long history of court criticism, emerging rural and urban advocacy, and growing needs of
school districts to repair and replace facilities. Court criticisms have increased 1n
sharpness and frequency, and the growing sig _.cance attached to facilities in Pauley,¢?2
I_%@_t_t,“ M,“ Edgewond 65 and others signal the latent power of capital outlay as
a justiciable concern. Rural and urban advocacy stresses the growing needs of different
constituencies, and their needs are borne out by research indicating billions :n deficient or

inadequate facilities. If adequacy is a legitimate legal issue, then it 1s highly suspect
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where local property wealth frequently underfunds average practice models and cannot
comez: close to funriing estimated facility needs. It then follows that if adequacy cannot be
met and is a prerequisite of equity, then equity is almost certainly violated. For the 22
states which provide no meaningful assistance to capital outlay, adequacy and equity ure
clearly pressing legal issues which may profoundly affect facility finance in the future.
For the balance of states, examination of levels of assistance and careful consideration of
distribution schemes is highly prudent.

How are gther states addiessing problems associated with funding facilities? The
answer is simply that most states have statutorily recognized that facilities require
re3ources, that some have genuinely attempted to assist local communities with their
needs, but that a significant number have declined to participate. Tne legal mechanisms
addressing facility needs range from great potential for achieving equity to iittie effect.
Mechanisms granting true aid by reducing local costs or resulting in increased local choice
about facility options 'provide the greatest progress toward equity, out their final 1mnact
Is conditioned by the level of support. Mechanisms such as state loans generally do not
eifectively address either true adequacy or equity concerns, except as favorable security
ratings or lower interest costs may provide some small benefit. Finally, while mechanisms
for introducing private capital into facility projects may ease restrictive debt Limits, they
may actually have a greater negative effect on adequacy and equity necause of the costs
associated with private funding. For states which provide genuine assistance to
facilities, adequacy and equity are achieved proportionally to the extent to which genuine
need is satisfled. For no-aid states, little progress toward either adequasy or equity can
be found.

re there substantive differences between nd urban areas? There appear to be
differences in both magnitude and direction of the problems enc'.untered by rural a~d urban

school districts. It is orobable that the rural and urban experience in Kansas is

52

76




substantially specific to the state because of its highly rural complexion where classic
urban stress is relatively ncnexistent. Its rural problems, however, may be typical of
needs found in other rural states, and the Kansas data suggest a high degree of
consistency between the state’s needs and prgblems reported from similar states. The
problems of rural states point to declining wealth, narrow tax base, a backlog of
maintenance, and suspect relationships between tax base, facllities, educational programs,
and equal opportunity. Kansas’ experience where taxable wealth ratios exceed 93:1 1s not
atypical of rur~1 states. Since many states rely on local property wealth to fund
facilities, the adequacy and equity deficiencies found in Kansas’ rural districts where
extremes of wealth and need exist may suggest the breadth of rural problems in many
other states.

Urban districts also face declining wealth and mai.atenance backlog, but the direction 1s
opposite as problems are exacerbated by escalating costs related to special needs ang
problems created by large populations. Urban districts are frequently disfavored by
general ald finance mechanisms which fail to recognize disproportionate urban costs, ana
the shortfall diverts limited resources from facility needs.

Overwhelming common problems shared by rural and urban districts relate to the simple
fact that no matter how different rural or urban issues may become, the lack of adequate
resources to effectively address student needs is a unifying theme. For the no-aid
states, the additional common thread is dependence on the local tax base for facilities.
The final analysis suggests that absent a high degree of wealth in all districts, adequacy

and equity will not be sat:sfactorily achieved without effective policy implementation or
, .

K]

court intervention.
What are the dimensions of th oblem in Kansas? Compared to other states, the
needs are typical. The age and condition of buildings throughout the state indicate a

growing problem which districts will experience as they face the future. Although many

53

7]




older puildings are well preserved, age and condition must be vital concerns ior
communitieé and the state because of costs for replacement and modernization and the
potential that such facilities may have for adversely affecting teaching and learning. The
concern is even more evident when nearly 20 percent of buildings exceed fifty years of age
and the physical condition is described as fair or poor in nearly 22 percent of the state’s
facilities. With 80 percent of districts levying for capital outlay and over half levying for
debt retirement, there are significant needs for repair, maintenance, and replacement of
facilities. Unfortunately, unfavorable economic conditions tend to aggravate the situation
by accelerating maintenance and improvement deferral. The $381 million in deferred
maintenance represents a sum which will increase in the #uture if unaddressed. The
likelihood that solutions will emerge without significant state level policy changes 1s
remote.

The evidence clearly indicates that Kansas school districts have varying levels of
ability to pay for facilities, and disparities remain when the extremes are removed. The
varlation is problematic because analysis has consistently indicated that wealth has been
a primary determinant of fiscal ability and actual condition of facilities. The evidence
places a responsibility on the state to examine itself in relation to capital :mprovement
needs in school districts.

0w does curr ? The evidence suggests that
practice has faller. far short of need in many states. The enormous funds required in many
states to meet facility needs point to problems that have accumulated over many years.
Limited resources have forced districts to channel funds toward instructional priorities,
resulting in neglect of facllity needs. Average practice has been affected by limited
resources, voter resistance to bond issues, and the operation of law 1n many states where
low debt ceilings, dependence on local wealth, and mill rate caps have reduced district

abilities to spend for facility improvements. Facilities have suffered from an average
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practice model which has been conditivned by economics rather than by desirable
educational practice.

In contrast, facility needs have far outstripped local ability to pay. The resul\s are
typified in every state by estimates of overextension which would result if local districts
were to fully meet their needs. In Kansas, meeting genuine needs would require a
statewide tax ievy of nearly 34 mills, an increase of nearly 500 percen: above the current

average practice model.
1£ common models for funding facilities in the fifty states were implemented in Kansas,
what would be the rank order of resaurce adequacy and equjty achievemen:? Adequacy is

relatively independent of the chosen vehicle- it operates solely on sufficient revenue.
But the select!on and features of models for implementation ultimately determine equity
achievement, and the real benefit to achieving equity operates in tandem with the first
condition of adequate levels of resources. Models which achieve equity do so in varying
degrees depending ori how well structural integrity is preserved.

The basic morlels tested here indicate that full state funding and percentage equalized
grants achleve the highest level of equity.' The final determination of equity achievement
lies in how the models are structured in relation to local tax effort and the state’s
participation ratio. If full state funding is approached from basic purity or uses a high
level foundation approach, equity will likely be satisfied so long as the support level
approximates need. If percentage equalization is allowed to operate without restrictive
caps and is based on actual need, equity will bz achieved in a partnership sensitive to
local ability to pay. Incontrast, although a flat grant does operate to reduce local
Inadequacy to fund a target, a flat grant will not reduce inequity because it preserves or
exacerbates distributional differences. As a consequence, the effect of a flat grant is

greater on adequacy than upon equity.
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What would be the estimated costs to the state of each alternative funding model

amjned? State costs are a function of need determinations and must be found for each
Individual state. Costs are a function of the level of state participation and the type of
plan chosen. It may ve expected that if need is the equity target to be funded, the full
state and percentage equalized options will result in greater costs to the state and that
districts will experience greater or lesser benefit in direct proportion to local ability to
pay. If the need model for Kansas were to be funded under either full state or equalization
models, state costs would be roughly equivalent at approximately $300 million, but the
political conditions would be vastly different. Thus it appears that equity presents equal
costs, and the question becomes how to structure an acceptable climate. The first
condition becomes the decision whether or not to fully rund needs, followed by policy
decisions on how to distribute the revenue equitably.

If current funding is not adequate or equitable, how should it occur? The state’s
characteristics are neither adequate nor equitable when evaluated for resource
accessibility, student, and taxpayer wealth neutrality. How policy should be structured
depends on the pelitical climate and constituent preferences. Selection of funding methods
is a legislative prerogative which is shaped and guided by court principles which have
emerged aver time.

How state assistance to facilities should occur in each state .nust remain a value choice
which cannot be externally imposed. For Kansas, it appears highly unlikely that any
mechanism which removes local preference from decision structures could emerge. General
fund expenditures in the state are cortrolled by an equalization formula based on
guaranteed yield and adjustments for special factors. For Kansas, it would appear that the
two simplest and most consistent options would include incorporating aid for facility ‘

needs directly into the equalization formula as an additicn to the general fund or to apply

56

80




a separate wealth-sensitive formula to the exls “ing capital cutlay and debt service
accounts. For other states, the range of choices might be similarly influenced.

Although the immediacy and certainty of state involvement in capital outlay finance 1s
not predictable, the trend in many states has been to at least become somewhat 1nvolved 1n
capital outlay financing, and in some instances like Alaska, Hawall, Maryland, and
Pennsylvania, state governments have become substantlally involved. The number of
states who do provide some form of true assistance (apart from state loans) 1s large *han
those who do not, and the result is a greater degree of equity and reduced vulnerability to
legal challenges. It seems particularly prudent for states to observe the conditions
lovolving facilities and to assess the degree of vulnerabllity in the event that challenges
do emerge.

The courts have exhlbited a concern for facilities as an element of equity. Whether the
Issue emerges or dwindles is not known. It is clear, hawever, that facilities are assuming
a new importance and that challenges to school finance schemes will continue to press the
courts. Facllities appear to occupy an important part of the expanding definition of

adequacy and equity.
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CHAPTER 6

CHOICES FOR THE FUTURE:
AN ACTION PLAN FOR KANSAS

The role of the state in local educational policy seams certain to increase in the future.
Historical involvement of government in local affairs has been one of slowly increas:ng
proportion, and the literature regarding bureaucracy supports the general notion that
governments grow rather than diminish in authority. Given the historical reluctance on the
part of government to voluntarily assume responsibility for financing education, knowleage
of whether the encroachment oi local option will be a grqdual proces - will first be
tested in court is open to speculation. But because the opportunity for claims of 1nequity
exist, recommendations which prudently advise states to assess their liabilities are yuite

useful.
mmendation

We recommend that Kansas adopt a mechanism for granting aid to local school districts
to assist in capital outlay funding including facility construction and maintenance. The
issues we have examined points to strong evidence that court activity surrounding facility
finance will increase in both directness and intensity and that the increase will ultimately
result in court mandates to meaningfully equalize educational opportunity as defined by
school facilities. As we have studied courts comments on methods of funding capital
outlay, we are 12d to conclude that there is a substantial legal question if the concern 1s
appropriateiy pressed.

We also recommend that Kansas adopt an aid mechanism cansistent with the principles
of equalization found in the gener al aid formulas now operational in many states 1ncluding
Kansas. Equalization principles provide a secure basis for court approval. It is further

appropriate for the state to include an equalization scheme consistent with the School
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District Equalization Act (SDEA). The SDEA is a logical vehicle for inclusion of aid to
capital outlay si.«. formulas for calculation of general state aid to local school districts

could be adapted easlly for capital improvement finance aid.

We further recommend that several critical features should become an integral part of
any plan to assist facility finance in Kansas. These features would provide for the
inclusion of most districts through increased levels of funding, and would address
concerns about local effects inherent in any change. These features would require the
state of Kansas to include provisions guaranteeing a high level of state participation,
cons’ .er currend local effort for facllity financing, provide for continued local 1ncentive

\and local control, assist with current debt service, and consider variables such as special
needs, enrollment growth, sparsity, and emergencies.

There is generally concern that local control will diminish. While increased state
control is likely, the benefits outweigh the deiriments, particularly when a strong local
and state partnarship is built into the plan. Loss of local control is nebulous, and
frequently strong local control 1s more perceived than real. School districts already are
obligated to the state through bonding limitations based cn assessed valuation, approval
by the state architect’s office for construction plans, and other guidelines which create a

te/local partnership. In sum, the loss of local control has already largely rocurred, and
the introduction of state assistance would restore some balance in favor of local districts.
The recommendations call, however, for concerted attention by policy makers to preserve
the concept and the integrity of local control.

A second critical feature of thls plan would ensure funds for existing debt service as
well as for new pi vjects. The benefits are numerous, including rewards for districts which
have already taken ambitious steps toward improving eJucational facilities financed
entirely by local effcrt. By providing ald to existing prosects, the state would exhibit

concern for districts which have previously extended themselves during a time when local
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effort controlled the quality of facilities. By providing aid for financing new facilities,
the state addresses emerging ¢oncerns regarding state liability for assisting local
districts to provide the best educational program available within the limitations of the
wealth of the entire state.

The third critical feature requires the state to recognize special needs, growth,
sparsity, and emergencies. In developing a state plan for assistance to local districts, the
collection of data shouid provide funds for districts which face unusual difficulties and
address those concerns first. Such action is consistent with principles of lagic and - wna
fiscal management by addressing critical needs befc.e undertaking a regular program of
assistance.

We f-urther recommend that the state standardize a process to include a statewide
project list which prioritizes needs and ideptifies cost projections, thereby maximizing the
utility of project identification and fiscal constraints. These may be termed five-year or
perhaps even ten-year capital imsrovement program plans. A process 1s mandatory which
identifies critical needs, establishes methods for regularly aiding facility projects, and
ensures effective identification of needs using realistic cost estimates. This allows for
Joining state revenue projections with anticipated facility needs well 1n advance of actual
project scheduling and fiscal emcumbrances. A progect approval list provides the state
with an orderly plan by which local and state partnerships may be sched..ed.

Finally, we recommend that the state establis two operational funds for assistance to
local school districts. The first fund should tie directly to the in.mediate needs for school
districts which are experiencing difficulties. Difficulties may be related to inability to
pass a bond issue, to substandard facilities, or to facilities which fail to meet criteria for
accessibility or other such features. Included should be funds in excess of insurance
payments to correct losses by fire or natural disaster. Also, these may include districts.

which have expressed facility needs but are unable to locally fund a legislatively mandated
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minimum budget per pupil. A critical needs fund to finance capital improvement progects
which provides significant aid to deserving school districts would meet this criteria.

A corollary fund should also be established which systematically addresses long-range
plans and capital improvement needs in school districts. Where a large number of districts
are unab’e to fund an established average expenditure model and where large numbers of
districts express unmet needs, the need to establish state funding is present. As a part
of the recommendation, it should be noted that the critical needs fund and the long-range
fund should appropriate substéntial dollars to assist iocal districts.

In considering the recommendations, several observations are appropriate. First, many
additional recommendations can be conceived, but we suggest that these recommendations
represent a realistic beginning to guide development of future state action. As plans are
developed, recommendations wiil be modified and outcomes altered in light of new
information and fiscal restraints. Nonetheless, it is imperative that the state consider
the research data and the arguments which suggest a relationship between a potential
legal responsibility for financing facilities and the state’s failure to aid capital outiay
effofts in local school districts. That relationship provides the basis for the evidence
presented and is the foundation on which potential liability ultimately rests. To the
extent that the arguments are presently convincing and to which analogies to general
equity principles are correct, there appears to be a strong motivation for the state to
consider assisting lucal schaol districts with facility initiatives.

Finally, in recommending that the state adopt a mechanism for aiding lccal school
districts in funding facility concerns, we racognize the enormity of the task. But we are
similarly aware that there is a potential for state llability if court trend. develop as the
indicators suggest. Research has identified a substantial estimate of deferred needs and
the effect of failed bond elections. New data increases the total dollar amount on a daily

basis. We are also aware that the task of dzscribing needs is large. We believe, however,
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that the state is well advised to explore the issue rationally in preparation for a
potentiality which appears to hold promise. From that assessment should evolve decisions
and processes to assist the state in developing guidelines for the administration of a
state plan to aid facility finance in local school districts. We are convinced from the
research efforts and findings that the process of planning for state involvement 1n local

capital outlay financing is inevitable and should begin now.
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PREFACE

Funding educational fa.ilities has been a difficult 1ssue for public school districts for
many years. Problems have surfaced as communities have sought to construct and maintain
buildings in an era of escalating needs. Those needs have frequently been related to
expanding curricular innovations, new mandates, and the passage of time which has taken
its toll. The combination of events has produced a sizeable problem deserving great
attention.

As facility needs have grown, there has been an increased demand for resources to
address those needs. The ~“emand has usually been placed squarely on the local property
tax. As school taxes have increased for instructional and other educationa! needs. .nere
has often been little opportunity to devote limited resources to fully meeting facility
needs. As a corisequence, a deficit has developed in which facilities have received
decreased emphasis as instructional priorities logically demanded the bulk of limited
resources.

We have addressed those problems in Volume I of this study. We have made a case for
increased attention ta facilities, and we have suggested that the courts have shown
preliminary interest in facility concerns. Our thesis throughout many writings has been
that school leaders and policy makers should increase efforts to find new and innovative
solutions pecause facility finance reform is a current issue which should recelve immediate
attention. It has also been our thesis, however, that concern for facilities should not be
driven by legal jeopardy-- we have held closely to the concept that reform must become a
paramount educational issue because poiicy leaders should assume a proactive role 1n
improving education rather than reacting to its external forces.

The evidence on which we draw the above inferences was presented in Volume I and was
derived from considerable data accumulation. This volume contains those technical
appendixes, The data will be useful primarily to Kansas school districts who wish to
compare their relative vositions to other districts 1n the state and to other interested
perscns who have a keen interest in the issues at hand. It is thus a reference handbook,
demonstrating alternative ways of viewing the same data 1n arrays which emphasize the
various alternatives for funding schema. Its utility for other states will lie primariiy 1n
observing the data process and in adapting it to unique needs.

We believe that the total work encompassed in these two volumes offers significant
value to the various states and to Kansas poiicy 'eaders. Impraovement in educationa)
services to children can be made only as needs are perceived and actively addressed. This
work represents an attempt to address one area which has been historically
underemphasized. But because of the enormous coste involved, it becomes 1mportant to
address that area quickly and meaningfully. This work is one further step in analyzing the
policy implications of a significant and worthwhile educational consideration as expressed
by educational facilities.
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APPENDIX 2 D
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AFFENDIX 2Dt TOTAL LOCAL CONTROL DATA ARRAYED BY UREAN eND RURAL NEED MODEL
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